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Sears, Roesuck & Co. v. FeperRAL TrApeE ComMISssION 
(258 Fed. Rep. 307) 


United States Circuit Court of Appeals, Seventh Circuit 
April 29, 1919 


Unrair CoMPETITION—REPRESENTING Competitors’ Prices To BE UNFAIR. 
1. Where a dealer in its advertisements asserted that it was able 
to sell sugar for less than its competitors, because the large volume of 
its business permitted it to buy for less, and intimated that its com- 
petitors charged unfair prices, whereas said dealer actually paid the 
market price for its sugar and sold it at a loss, in connection with 
required purchases of other commodities, which were sold at prices 
high enough to afford a satisfactory profit on the transaction as a 
whole, it was held that said dealer had intentionally injured and dis- 
credited its competitors. 
Unram Competition—F aise STATEMENTS IN ADVERTISEMENTS, 

Where a dealer’s advertisements stated that its teas were selected 
personally by a representative in the various tea-growing countries 
and that the greatest care was taken “to get only first-crop pickings 
from upland soil,’ and also that its coffees were bought directly “from 
the best plantations in the world,” when, as a matter of fact, all of 
its coffees and seventy-five per cent. of its teas were purchased from 
wholesalers and importers in the United States, the remainder of the 
tea being obtained through a representative in Japan, who was not shown 
to have made selections of the character named, such advertisements 
were held to be false and designed to deceive the public and to injure 
competitors. 

Action By Feperat Trape CommMissioN—DIsconTINUANCE OF ALLEGED 

ILLEGAL Practices As DEFENSE. 

In a case before the Federal Trade Commission, where a petitioner 
had discontinued the methods in question before the complaint was 
filed and the hearing had, and stated in its answer that it did not intend 
to resume them, but petitioner nevertheless contended that the Act 
was void for indefiniteness and unconstitutional, and that, even if valid, 
it had not been infringed by petitioner’s practices, it was held that an 
injunctional order of the commission forbidding the practices com- 
plained of had not been improvidently issued. 

FeperaL TrapeE Commission Act—Vatipity or Section Five—“*Unrair 

MeETHOps OF CoMPETITION.” 

The contention that Section Five of the Federal Trade Commis- 
sion Act must be held void for indefiniteness, unless the words “unfair 
methods of competition” be construed to embrace only acts which had 
been condemned as acts of unfair trade by the common law as ex- 
pressed in cases decided prior to the passage of the Act, is unsound. 
While the phrase may be difficult of specific definition, the general idea 
which it embraces is well known. The commissioners are to exercise 
their common sense, as informed by their knowledge of the general 
idea of unfair trade at common law, and restrain all those trade 
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practices that have a capacity or a tendency to injure competitors 
directly or through deception of purchasers, quite irrespective of 
whether the specific practices in question have yet been denounced in 
common law cases. 

FeperaL Trape Commission Act—ConstTITUTIONALITY—DELEGATION OF 

LEGISLATIVE AND JubDICIAL Power. 

The construction of Section Five of the Federal Trade Commis- 
sion Act here followed does not involve an unconstitutional delegation 
of legislative and judicial power to the commission. 

6. Feperat Trap—E ComMMission—AvutTHorRITY TO ProuiBit SELLING BELow 

Cosr. 

The Federal Trade Commission Act expresses no intent on the 
part of Congress to restrain an owner of property from selling it at 
any price that is acceptable to him or from giving it away, although 
in making such sale or gift he may be prohibited from putting forward 
representations and committing acts which have a capacity or a tend- 
ency to injure or to discredit competitors and to deceive purchasers 
as to the real character of the transaction. 


wo 


Original petition to review an order of the Federal Trade Com- 
mission, which directed the petitioner to desist from certain unfair 
methods of competition. Order modified, AtscHuLer, J., dissent- 
ing in part. 


Sidney Adler, of Chicago, Ill., for petitioner. 
John Walsh, of Chicago, Ill., for respondent. 


Before Baker and Atscuuter, Circuit Judges, and CARPENTER, 
District Judge. 


Baker, Circuit Judge: This is an original petition to review 
an order entered by the respondent, the Federal Trade Commission, 
against the petitioner, Sears, Roebuck & Co., a corporation, com- 
manding the petitioner to desist from certain unfair methods of 
competition in commerce. Respondent’s order was based on its 
complaint, filed on February 26, 1918, on the petitioner’s answer, 
and on a written stipulation of facts. Procedure before the com- 
mission and also before this court on review is prescribed in section 
5 of the act to create a Federal Trade Commission, approved on 
September 26, 1914 (38 Stat. 719, c. 311 [Comp. St. § 8836e]). 
Respondent’s authority over the subject-matter of its order is de- 
rived from the following provision in the same section: 


“Unfair methods of competition in commerce are hereby declared un- 
lawful.” ; 
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Section 4 (Comp. St. § 8836d) is a dictionary of terms used in 
the act. “Commerce” means interstate or foreign commerce; but the 
general term, “unfair methods of competition,” is nowhere defined 
specifically, nor is there a schedule of methods that shall be deemed 
unfair. 

In its complaint respondent averred that petitioner is engaged 
in interstate and foreign commerce, conducting a ‘“‘mail-order’’ busi- 
ness; that petitioner for more than two years last past has practiced 
unfair methods of competition in commerce by false and misleading 
advertisements and acts, designed to injure and discredit its com- 
petitors and to deceive the general public, in the following ways: 

(1) By advertising that petitioner, because of large purchases 
of sugar and quick disposal of stock, is able to sell sugar at a price 
lower than others offering sugar for sale; 

(2) By advertising that petitioner is selling its sugar at a price 
much lower that that of its competitors and thereby imputing to its 
competitors the purpose of charging more than a fair price for. their 
sugar; 

(3) By selling certain of its merchandise at less than cost on 
the condition that the customer simultaneously purchase other 
merchandise at prices which give petitioner a profit on the transac- 
tion, without letting the customer know the facts; 

(4) By advertising that the quality of merchandise sold by its 
competitors is inferior to that of similar merchandise sold by peti- 
tioner, and that petitioner buys certain of its merchandise in markets 
not accessible to its competitors, and is therefore able to give better 
advantages in quality and price than those offered by its competitors. 

Petitioner extensively circulated the following advertisements, 
among others: 

“We can afford to give this guarantee of a ‘less than wholesale price’ 
because we are among the largest distributors of sugar wholesale or retail 
in the world. We sell every year thirty-five million pounds of sugar. And, 
buying in such vast quantities, and buying directly from the refineries, we 
naturally get our sugar for less money than other dealers.” 

“For instance, every grocer carries granulated sugar in stock, but does 


he tell you which kind? There are two kinds—granulated cane sugar and 
granulated beet sugar—and they look exactly alike. Some people prefer 
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the one and some the other. But beet sugar usually costs less than cane 
sugar, so if you are getting beet sugar you should pay less for it. Do you 
know which kind you are getting and which you are paying for? 

“Our teas have a pronounced, yet delicate, tea flavor, with an appealing 
fragrance, because we spare neither time nor expense to get the very best 
the greatest tea gardens of the world can produce. 

“First, because of the difficulty of getting in this country the exact 
character and flavor of certain teas, we do our own importing and critically 
test every tea. Our representative goes to the various tea-growing coun- 
tries and makes the selection in person. Then, the greatest care is taken 
to get only first crop pickings from upland soil. 

“Also, by buying direct from the tea gardens, while the crops are being 
harvested, we are able to have them always perfectly fresh. 

“It would be natural for you to conclude that all this care in buying 
and selecting would make our teas very high in price, but, in reality, our 
prices are unusually low for such high quality. Here is a reason: By buy- 
ing direct from the tea gardens we cut out the middleman’s profit.” 

“Over land and sea, from the greatest coffee regions in the world we 
bring you the choicest of the crop, and make it possible for you to have 
that fresh, savory and fragrantly tempting cup of cuffee for your breakfast. 
You see, we buy direct from the best plantations in the world. We get the 
pick of the crop—upland coffees from rich, healthy soil and growers of © 
unquestioned experience and skill. We buy enormous quantities and pay 
cash, thus making it possible to offer our customers the very best coffees 
at very low prices.” 


Petitioner’s sales of sugar during the second half of 1915 
amounted to $780,000 on which it lost $196,000. Petitioner used 
sugar as a “leader” (“You save 2 to 4 cents on every pound”), offer- 
ing a limited amount at the losing price in connection with a required 
purchase of other commodities at prices high enough to afford peti- 
tioner a satisfactory profit on the transaction as a whole, without 
letting the customer know that the sugar was being sold on any 
other basis than that of the other commodities. Petitioner obtained 
its sugar in the open market from refiners and wholesalers. Com- 
petitors got their sugar from the same sources, of the same quality 
and at the same price. Sugar is a staple in the market. Price con- 
cessions upon large purchases are unobtainable. From the facts re- 
specting petitioner's methods of advertising and buying and sell- 
ing sugar respondent found, and properly so, in our judgment, that 
petitioner intentionally injured and discredited its competitors by 
falsely leading the public to believe that the competitors were un- 
fair dealers in sugar and the other commodities which petitioner was 
offering in connection with sugar. 
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Petitioner purchased 75 per cent. of its teas from wholesalers 
and importers in the United States. The remainder it purchased 
through its representative Peterson in Japan; but there was no 
proof that Peterson made or was qualified to make “selections in 
person” or “first-crop pickings from upland soil.” All of peti- 
tioner’s coffees were purchased from wholesalers and importers in 
the United States. Respondent found that petitioner’s advertise- 
ments of teas and coffees were false and designed to deceive the 
public and injure competitors. 


By the order, issued on June 24, 1918, petitioner was com- 
manded to desist from: 


“(1) Circulating throughout the states and territories of the United 
States and the District of Columbia catalogues containing advertisements 
offering for sale sugar, wherein it is falsely represented to its customers 
or prospective customers of said defendant or to customers of competitors, 
or to the public generally, or leads them to believe, that because of large 
purchasing power and quick-moving stock, defendant is able to sell sugar 
at a price lower than its competitors; 

“(2) Selling, or offering to sell, sugar below cost through catalogues 
circulated throughout the states and territories of the United States and 
the District of Columbia among its customers, prospective customers and 
customers of its competitors; 

“(3) Circulating throughout the various states and territories of the 
United States and the District of Columbia, among customers, prospective 
customers and customers of its competitors, catalogues containing adver- 
tisements representing that defendant’s competitors do not deal justly, 
fairly and honestly with their customers; 

“(4) Circulating throughout the various states and territories of the 
United States and the District of Columbia, among customers, prospective 
customers or customers of its competitors, catalogues containing advertise- 
ments offering for sale its teas, in which said advertisements it falsely stated 
that the defendant sends a special representative to Japan who personally 
goes into the tea gardens of said country and personally supervises the 
picking of such teas; 

“(5) Circulating through the various states and territories of the 
United States and the District of Columbia, among customers, prospective 
customers or customers of its competitors, catalogues containing adver- 
tisements offering for sale its coffees, in which it falsely stated that the 
defendant purchases all of its coffees direct from the best plantations in 


the world.” 

I. Petitioner insists that the injunctional order was improvi- 
dently issued because, before the complaint was filed and the hear- 
ing had, petitioner had discontinued the methods in question and, as 
stated in its answer, had no intention of resuming them. For exam- 
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ple, no sugar offers of the character assailed were made after 
August, 1917. But respondent was required to find from all the 
evidence before it what was the real nature of petitioner’s attitude. 
It was permissible for respondent to take judicial notice of the 
government’s wartime control of sugar sales and consumption. It 
was also proper to note that petitioner was contending (and still 
contends) that the act is void for indefiniteness, that the act is un- 
constitutional, and that the act, even if valid, under any proper 
construction has not been infringed by petitioner’s practices. In 
Goshen Mfg. Co. v. Myers Mfg. Co., 242 U. S. 202, 37 Sup. Ct. 
105, 61 L. Ed. 248, which was a suit for infringement of a patent, 
the defendant company averred and introduced evidence to prove 
that six months before the bill was filed and with notice to com- 
plainant it had sold its factory, wound up its business, and had no 
intention of resuming. But throughout the intervening period and 
also in the answer to the bill the defendant company was attacking 
the validity of the patent and the right of the complainant to compel 
desistance. This conduct was held to be such a continuing menace 
as to justify the maintenance of the bill. So here, no assurance is 
in sight that petitioner, if it could shake respondent’s hand from its 
shoulder, would not continue its former course. 

II. Petitioner urges that the declaration of section 5 must be 
held void for indefiniteness unless the words “unfair methods of 
competition” be construed to embrace no more than acts which on 
September 26, 1914, when Congress spoke, were identifiable as 
acts of unfair trade then condemned by the common law as ex- 
pressed in prior cases. But the phrase is no more indefinite than 
“due process of law.” The general idea of that phrase as it appears 
in Constitutions and statutes is quite well known; but we have never 
encountered what purported to be an all-embracing schedule or found 
a specific definition that would bar the continuing processes of 
judicial inclusion and exclusion based upon accumulating experience. 
If the expression ‘“‘unfair methods of competition” is too uncertain 
for use, then under the same condemnation would fall the innumer- 
able statutes which predicate rights and prohibitions upon “unsound 


mind,” “undue influence,” “unfaithfulness,” “unfair use,” “unfit for 
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cultivation,” ‘“‘unreasonable rate,” “unjust discrimination,’ and the 
like. This statute is remedial, and orders to desist are civil; but 
even in criminal law convictions are upheld on statutory prohibitions 
of “rebates or concessions” or of “schemes to defraud,” without any 
schedule of acts or specific definition of forbidden conduct, thus leav- 
ing the courts free to condemn new and ingenious ways that were 
unknown when the statutes were enacted. Why? Because the 
general ideas of “dishonesty” and “fraud” are so well, widely and 
uniformly understood that the general term “‘rebates or concessions” 
and “schemes to defraud” are sufficiently accurate measures of con- 
duct. 

On the face of this statute the legislative intent is apparent. 
The commissioners are not required to aver and prove that any 
competitor has been damaged or that any purchaser has been de- 
ceived. The commissioners, representing the government as parens 
patriae, are to exercise their common sense, as informed by their 
knowledge of the general idea of unfair trade at common law, and 
stop all those trade practices that have a capacity or a tendency to 
injure competitors directly or through deception of purchasers, quite 
irrespective of whether the specific practices in question have yet 
been denounced in common law cases. But the restraining order 
of the commissioners is merely provisional. The trader is en- 
titled to his day in court, and there the same principles and tests 
that have been applied under the common law or under statutes of 
the kinds hereinbefore recited are expected by Congress to control. 
This prima facie reading of legislative intent is confirmed by refer- 
ence to committee reports and debates in Congress, wherein is dis- 
closed a refusal to limit the commission and the court to a prescribed 
list of specific acts. (Cong. Rec. 63d Cong. 2nd Session, pp. 13, 
18, 533, 12246). And this interpretation is not affected, by the 
subsequent adoption of the Clayton Act, October 15, 1914 (38 Stat. 
731, c. 323), condemning certain specific acts. 

III. But such a construction of section 5, according to peti 
tioner’s urge, brings about an unconstitutional delegation of legisla 
tive and judicial power to the commission. Grants of similar au- 
thority to administrative officers and bodies have not been found re- 
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pugnant to the Constitution. Buttfield v. Stranahan, 192 U. S. 
470, 24 Sup. Ct. 349, 48 L. Ed. 525; Union Bridge Co. v. United 
States, 204 U. S. 365, 27 Sup. Ct. 367, 51 L. Ed. 528; Penn. Rid. 
Co. v. International Coal Co., 230 U. S. 184, 33 Sup. Ct. 898, 57 
L. Ed. 1446, Ann. Cas. 1915D, 315; National Pole Co. v. Chicago 
& N. W. Ry. Co., 211 Fed. 65, 127 C. C. A. 561. 

With the increasing complexity of human activities many situa- 
tions arise where governmental control can be secured only by the 
“board” or “commission” form of legislation. In such instances 
Congress declares the public policy, fixes the general principles that 
are to control, and charges an administrative body with the duty 
of ascertaining within particular fields from time to time the facts 
which bring into play the principles established by Congress. 
Though the action of the commission in finding the facts and de- 
claring them to be specific offenses of the character embraced within 
the general definition by Congress may be deemed to be quasi legis- 
lative, it is so only in the sense that it converts the actual legislation 
from a static into a dynamic condition. But the converter is not 
the electricity. And though the action of the commission in order- 
ing desistance may be counted quasi judicial on account of its form, 
with respect to power it is not judicial, because a judicial deter- 
mination is only that which is embodied in a judgment or decree of 
a court and enforceable by execution or other writ of the court. 

IV. In the second paragraph of the order petitioner is com- 
manded to cease selling sugar below cost. We find in the statute 
no intent on the part of Congress, even if it has the power, to re- 
strain an owner of property from selling it at any price that is 
acceptable to him or from giving it away. But manifestly in making 
such a sale or gift the owner may put forward representations and 
commit acts which have a capacity or a tendency to injure or to 
discredit competitors and to deceive purchasers as to the real char- 
acter of the transaction. That paragraph should therefore be 
modified by adding to it “by means of or in connection with the rep- 
resentations prohibited in the first paragraph of this order, or 
similar representation.” 
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Sufficient appears in this record and in the presentation of the 
case to warrant us in expressing the belief that petitioner’s business 
standards were at least as high as those generally prevailing in 
the commercial world at the times in question, and that the action 
of the commission is to be taken rather as a general illustration of 
the better methods required for the future than a specific selection 
of petitioner for reproof on account of its conduct in the past. 

Respondent is directed to modify its order as above stated ; and 
in other respects the petition is denied. 


ALSCHULER, Circuit Judge (dissenting in part): In my judg- 
ment the order. of the commission should be further modified by 
striking out the third paragraph, which relates to alleged repre- 
sentation that petitioner’s competitors do not deal fairly and honestly 
with their customers. In so far as the sugar, coffee and tea ad- 
vertisements ascribe petitioner’s asserted lower prices and superior 
qualities to quantity purchases and special facilities and advantages 
for inspection, selection and purchasing, they would tend to nega- 
tive any imputation upon competitors of unfair dealing with their 
patrons. I believe the charge of imputing to competitors unfair 
dealing with their patrons rests wholly on petitioner’s so-called 
“Caveat Emptor” advertisement in its catalogue of March and April, 
1916, wherein the public is cautioned in regard to white sugar, 
stating that some is cane and some beet sugar, alike in appearance, 
but the former usually higher in price; that petitioner plainly 
designates which of the two it offers, and the query is suggested, 
where else are goods so plainly described, and whether the cus- 
tomer gets elsewhere what he thinks he is buying. It seems to me 
that this does not amount to more than a statement or boast that 
petitioner, without being asked, describes the white sugars it pro- 
poses to sell, and the intimation is carried that competitors do not 
volunteer such description, but it is not suggested that they actually 
misrepresent the truth. 

The facts before the commission appear by stipulation, and 
those concerning this advertisement, aside from the advertisement 
itself are as follows: 
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“When Mr. A. M. Daly, the attorney in charge of the investigation in 
these proceedings, was in Chicago, in March, 1916, he submitted to Mr. 
A. V. H. Mory, chief chemist of Sears, Roebuck & Co., and Mr. Joseph 
Scott, manager of the grocery department, a copy of the advertisement 
entitled ‘Caveat Emptor’ hereinbefore mentioned, and hereto attached, and 
requested them to state their views as to this particular advertisement and 
what it meant. They stated that this advertisement was for the purpose 
of calling attention to the distinction between beet sugar and cane sugar 
and laying stress upon the point of the facilities that Sears, Roebuck & Co. 
have for marking everything plainly so that the customer would know 
better from description the exact nature of what he was buying. After 
this explanation Mr. Daly went to his hotel. In a short time Mr. Mory 
called on him there and stated in substance that he had submitted the 
above-mentioned advertisement to Mr. A. H. Loeb, the vice-president of 
Sears, Roebuck & Co., and that Mr. Loeb said that this course of adver- 
tising was unfair and unjust and declared that it must be discontinued, and 
further that it was against the policy of the house to send out such ad- 
vertisements. Thereupon, on March 28, 1916, Mr. A. V. H. Mory, chief 
chemist, wrote to the commission in part as follows: “The young man who 
wrote this was in today and I pointed out to him wherein he had made a 
mistake and acted against house policy. He promised to use the soft 
pedal on all references to the dealer in the future. He tells me that this 
is an angle that had not occurred to him. He had not thought of the 
write-up in the light of a criticism of the dealer, so intent was he on 
pointing out that, with our system of marking everything plainly and our 
facilities for knowing what we are selling, the customer would know better 
from our description the exact nature of what he was buying, in the case 
of those things difficult to judge, than if he had them placed before him— 
which of course is true.” 


But assuming, as did petitioner’s vice-president, that this ad- 
vertisement does carry the imputation that competitors deal unfairly 
with their customers, under the circumstances indicated by the 
quotation, ought this advertisement to be the basis of a finding and 
order? The publication was in the catalogue for March and April, 
1916. The complaint was filed nearly two years afterwards. The 
act authorizes the commission to’ proceed when it shall have reason 
to believe that unfair methods of competition are or have been used, 
“and if it shall appear to the commission that a proceeding by it in 
respect thereof would be of interest to the public.” In a monitory 
proceeding such as this seems to be, it could hardly be said that it 
would be “of interest to the public” to predicate action on a trans- 
gression for which due amends had long before been made, without 
remotest cause to believe there would be a repetition. To revive 
a stale advertisement of this nature which the advertiser immediately 
after the publication directly disavowed as having been unintention- 
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ally and inadvertently unfair to competitors, and ordered discon- 
tinued, without directly or indirectly repeating or renewing it for so 
long an interval, far from subserving the public interest, might, in 
my judgment, have the contrary tendency of raising an imputation 
of oppressive or at least uncalled-for action, in predicating any 
proceeding or order on this advertisement. 

Nor am I impressed with the authoritative relevancy here of 
decisions respecting injunctions. In a proceeding such as this, 
neither remedial nor punitive, decisions of courts respecting in- 
junctional relief in equity are not more analogous than are common 
law decisions defining unfair trade practices, arising out of contro- 
versies between individuals, as fixing thereby the limitation of the 
commission’s authority or scope. 

The suggested modification would necessitate corresponding 
modification of the commission’s findings of facts, eliminating para- 
graphs numbered 4 and 5 thereof. Paragraphs 2, 6 and 7 (as well 
as paragraphs 4 and 5) of the findings state the circulation of the 
several advertisements to have been in each case for “more than 
two years last past,” indicating thereby the two years next before 
the date of the findings, which is June 24, 1918. This is no contra- 
vention of the stipulated fact that none of the advertisements were 
more recent than August, 1917,—some of them even antedating the 
passage, September 24, 1914, of the Trade Commission Act itself. 
These findings should, in my judgment, be modified to comply with 
the stipulated facts. 


FreperRAL Trape Commission v. GRATZ, ET AL. 
(258 Fed. Rep. 314) 


United States Circuit Court of Appeals, Second Circuit 
May 14, 1919 


Fepverat Trane ComMmission—JvRIsDICTION tN Cases or Unrarrn ComPerTiTIoN,. 

Section five of the Federal Trade Commission Act does not con- 

template unfair methods of competition between individuals, but rather 

such methods as are unfair to the public generally, particularly, such 

as if not prevented will grow so large as to lessen competition and 
create monopolies in violation of the Anti-Trust Acts. 
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Petition to review an order of the Federal Trade Commission. 
Order reversed. 


T. F. Magner, of Brooklyn, N. Y., for. petitioner. 
John Walsh, of Washington, D. C., for respondent. 


Before Warp, Hoven and Manton, Circuit Judges. 


Warp, Circuit Judge: This is a petition of Anderson Gratz, a 
member of the firm of Warren, Jones & Gratz, under section 5 of 
the Act of September 26, 1914, c. 311, 38 Stat. L. 719 (Comp. St. 
§ 8836e), creating the Federal Trade Commission to review the fol- 
lowing order of the commission: 


“Therefore, it is ordered, that the respondents, Anderson Gratz and Ben- 
jamin Gratz, copartners, doing business under the firm name and style of 
Warren, Jones & Gratz, P. P. Williams, W. H. Fitzhugh and Alexander 
Fitzhugh, copartners, doing business under the firm name and style of 
P. P. Williams & Co., and C. O. Elmer, their officers and agents, cease and 
desist from requiring purchasers of cotton ties to also buy, or agree to buy, 
a proportionate amount of American Manufacturing Company’s bagging, 
and, further, that the respondents cease and desist from refusing to sell 
cotton ties unless the purchasers buy or agree to buy from them corre- 
sponding amounts of American Manufacturing Company’s bagging, or any 
amount of cotton bagging of any kind. 

“By the Commission, {Seal.] L. L. Bracken, Secretary.” 


If Anderson Gratz has not sufficient standing to file this peti- 
tion, counsel for the commission has very fairly waived the objection 
and invited the court to dispose of the questions raised. 

The first count of the complaint served on the respondents, 
which is the only one involved, is as follows: 


“Paragraph 1. That the respondents Anderson Gratz and Bejamin 
Gratz are copartners, doing business under the firm name and style of 
Warren, Jones & Gratz, having their principal office and place of business 
in the city of St. Louis, and state of Missouri, and are engaged in the 
business of selling, in interstate commerce, either directly to the trade, 
or through the respondents hereinafter named, ties made and used for 
binding bales of cotton, and which steel ties are manufactured by the Car- 
negie Steel Company of Pittsburgh, Pa., and also selling, in the same 
manner, jute bagging, used to wrap bales of cotton and which jute bagging 
is manufactured by the American Manufacturing Company, of St. Louis, 
Mo. 

“Paragraph 2. That the respondents P. P. Williams, W. H. Fitzhugh, 
and Alex. Fitzhugh are copartners, doing business under the firm name and 
style of P. P. Williams & Co., having their principal office and place of 
business in the city of Vicksburg, and state of Mississippi, and the said 
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last-named respondents and the said respondent Charles O. Elmer, who is 
located and doing business at the city of New Orleans, and state of Louisi- 
ana, are the selling and distributing agents of the said firm of Warren, 
Jones & Gratz, and sell and distribute the ties and bagging, manufactured 
as aforesaid, in interstate commerce, principally to jobbers and dealers, 
who resell the same to retailers, cotton ginners and farmers. 

“Paragraph 3. That with the purpose, intent and effect of discouraging 
and stifling competition in interstate commerce in the sale of such bagging, 
all of the respondents do now refuse, and for more than a year last past 
have refused, to sell any of such ties unless the prospective purchaser 
thereof would also buy from them bagging to be used with the number of 
ties proposed to be bought; that is to say, for each six of such ties pro- 
posed to be bought from the respondents the prospective purchaser is re- 
quired to buy six yards of such bagging.” 


The respondents filed an answer admitting the facts stated in 
paragraphs 1 and 2 but denying the facts stated and the conclusion 
therefrom contained in paragraph 38. They appeared and offered 
testimony before the commission. 

The commission’s material findings of fact and its conclusions of 
law are as follows: 


“Paragraph 2. That within three years last past respondents, Ander- 
son Gratz and Benjamin Gratz, copartners, doing business under the firm 
name and style of Warren, Jones & Gratz, P. P. Williams, W. H. Fitzhugh, 
and Alexander Fitzhugh, copartners, doing business under the firm name 
and style of P. P. Williams & Co., and C. O. Elmer, adopted and practiced 
the policy of refusing to sell steel ties to those merchants and dealers who 
wished to buy them from them unless such merchants and dealers would 
also buy from them a corresponding amount of jute bagging. * * * 

“Paragraph 4. * * * The dominating and controlling position occupied 
by said respondents in the sale and distribution of ties made it possible for 
them to force would-be purchasers of ties to also buy from them bagging 
manufactured by the American Manufacturing Company, and, in many in- 
stances, said respondents refused to sell ties unless the purchaser would 
also buy from them a corresponding amount of bagging, and such pur- 
chasers were oftentimes compelled to buy bagging manufactured by the 
American Manufacturing Company, from said respondents, in order to pro- 
cure a sufficient supply of steel ties used for the purpose aforesaid. 


“Conclusions of Law 


“That the methods of competition set forth in the foregoing findings 
as to the facts, in paragraphs 1, 2, 3 and 4, and each and all of them are, 
under the circumstances therein set forth, unfair methods of competition 
in interstate commerce, against other manufacturers, dealers and dis- 
tributors of jute bagging and against other dealers and distributors in the 
material known as sugar bag cloth, and against manufacturers, dealers 
and distributors of the bagging known as rewoven bagging and second- 
hand bagging, in violation of the provisions of section 5 of an act of 
Congress approved September 26, 1914, entitled ‘An act to create a Federal 
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Trade Commission, to define its powers and duties, and for other purposes, 
and that there is not sufficient proof submitted in the hearings to sustain 
the paragraph in the complaint charging a violation of section 3 of an act 
of Congress known as the Clayton Act (Act Oct. 15, 1914, c. 323, 38 Stat. 
731 [Comp. St. § 8835c]).” 

By agreement between the parties the commission filed a tran- 
script of the entire record in the proceeding before it. This court 
is given power by the act to affirm, modify or set aside such an order, 
the commission’s findings of fact to be conclusive if supported by 
testimony. 

There is testimony to support the findings of fact, and there- 
fore the question before us is whether they do support the commis- 
sion’s conclusion of law that the method of competition forbidden is 
unfair within the meaning of section 5 of the act of September 26, 
1914. 

It seems to us that unfair methods of competition between 
individuals are not contemplated by the act. Congress could not 
have intended to submit to the determination of the commission such 
questions as whether a person, partnership or corporation had 
treated or bribed the employees of a competitor for the purpose of 
inducing them to betray their employer. We think the unfair 
methods, though not restricted to such as violate the Anti-Trust Acts, 
must be at least such as are unfair to the public generally. It seems 
to us that section 5 is intended to provide a method of preventing 
practices unfair to the general public and very particularly such 
as if not prevented will grow so large as to lessen competition and 
create monopolies in violation of the Anti-Trust Acts. Such a pre- 
liminary inquiry and determination constitute a most important 
supplement in carrying out the public policy which those acts are 
intended to vindicate. This view is confirmed by the language of 
the section: 


“Whenever the commission shall have reason to believe that any such 
person, partnership, or corporation has been or is using any unfair method 
of competition in commerce, and if it shall appear to the commission that 
a proceeding by it in respect thereof would be to the interest of the public, 
it shall issue and serve upon such person, partnership, or corporation a com- 
plaint stating its charges in that respect, and containing a notice of a 


hearing upon a day and a place therein fixed at least thirty days after the 
service of said complaint.” 
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No authority is given to any individual to present his griev- 
ances, and the commission is to interpose only in the interest of the 
public. 

That the commission did not find sufficient proof to sustain the 
second count in the complaint, viz., that the method of the respondent 
found to be unfair violated section 3 of the act of October 15, 1914, 
known as the Clayton Act, which makes unlawful any condition, 
agreement or understanding that may lessen competition or tend to 
create a monopoly, shows that the method found to be unfair must 
have been unfair in certain individual transactions. And we dis- 
cover no evidence to support the finding in paragraph 2 that the 


‘ 


respondents “adopted and practiced the policy of refusing to sell 
steel ties to those merchants and dealers who wished to buy them 
from them unless such merchants and dealers would also buy from 
them a corresponding amount of jute bagging.” It is the natural 
and prevailing custom in the trade to sell ties and bagging together, 
just as one witness testified it is to sell cups and saucers together. 
Such evidence as there is of a refusal to sell is a refusal to sell at 
all to certain persons with whom the respondents had previous un- 
satisfactory relations and a refusal to sell ties without bagging at 
the opening of the market in 1916 and 1917, when there was fear 
that, owing to the scarcity of ties and the prospect of large crops, 
the marketing of the cotton crop might be endangered by speculators 
creating a corner in ties. The evidence is that with these excep- 
tions the respondents sold ties without any restrictions to all who 
wanted to buy, and indeed made extraordinary efforts to induce the 
manufacturers of ties to increase their output so that all legitimate 
dealers and all cotton raisers should get enough ties and bagging 
at reasonable rates to market their cotton. It is only these excep- 
tional and individual cases, which established no general practice 
affecting the public, that can sustain the findings in paragraph 4. 
Counsel for the commission calls our attention to the opinion of 
the Circuit Court of Appeals for the Seventh Circuit, Sears, Roe- 
buck & Co., Petitioners, v. Federal Trade Commission, Respondent, 
258 Fed. 307, — C. C. A. — [9 T. M. Rep. 399]. The practice 
there prohibited as unfair was extensive advertising containing false 
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and misleading statements calculated to deceive all purchasers and 
to discredit all competitors. It was clearly a method unfair to the 
public generally. 

As we think there is no evidence to support any general practice 
of the respondents to refuse to sell ties unless the purchaser bought 
at the same time the necessary amount of the American Manufac- 
turing Company’s bagging, and that the commission has no juris- 
diction to determine the merits of specific individual grievances, the 
order is reversed. 


HEROLD, ET AL. v. Herotp Cuina & Porrery Co. 
(257 Fed. Rep. 914) 


United States Circuit Court of Appeals, Sixth Circuit 
February 7, 1919 


Trave Secrets—Prorerty Ricnts—INJUNCTION. 

Secret formulas and processes are property rights which will be 
protected by injunction, not only as against those who attempt to dis- 
close or use them in violation of confidential relations or contracts 
express or implied, but as against those who are participating in such 
attempt with knowledge of such confidential relations or contract, 
though they might in time have reached the same result by their own 
independent experiments or efforts. 


Suit in equity. Defendants appeal from a decree of the Dis- 
trict Court of the United States for the Southern District of Ohio, 
which had found for plaintiff. Decree reversed, except in one 
particular. 


Charles Koonce, Jr., of Youngstown, Ohio, and Fred L. Rose- 
mond, of Cambridge, Ohio, for appellants. 
Ezra Keeler, of Denver, Colo., for appellee. 


Before Warrineton and Knappen, Circuit Judges, and 
Cocuran, District Judge. 


KnappeN, Circuit Judge: Appeal from a decree enjoining the 
disclosure or use of alleged secret formulas, and for an accounting. 


Atti Pie ate 
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Herold, a skilled potter of ten or more years’ experience in 
Ohio, went to Colorado in the year 1909, on account of a tubercular 
affection, and there erected a small factory for making high-grade 
chinaware. He lacked capital and after about three years’ effort 
turned over his entire plant and formulas to the plaintiff company, 
in consideration of his employment and certain stock to be given 
him. It was at first thought that but little capital would be required, 
but the requirements increased from time to time until about $47,000 
had been contributed by the Golden parties by way of stock sub- 
scriptions and $26,000 in the form of loans. In 1914 the Golden 
product had acquired a high reputation. Professor Fleck, of the 
Colorado School of Mines, located at Golden, had found its chemical 
or laboratory ware equal to Royal Berlin ware, and had substituted 
the former for the latter. It seems to have been recognized, so far 
as it was known, as the highest grade of porcelain ware commer- 
cially made in America, and Herold as the expert maker of it. 

The Guernsey Company had a large plant at Cambridge, Ohio, 
and was a wealthy and prosperous concern. It had successfully 
made high-fired china, especially that used for baking, such as cas- 
seroles, in which a red or brown body is lined with porcelain; the 
entire dish being then covered within and without with a glaze. It 
had also been for some time actively experimenting with white china 
and laboratory porcelain bodies, and had made some samples. It 
was perhaps close to the line of success, but seems not to have 
crossed it, at least so far as commercial production is concerned. 
In December, 1914, it employed one Frauenfelter, before then em- 
ployed in a pottery at Roseville, Ohio. Frauenfelter seems to have 
recommended the employment of Herold, with whom Frauenfelter 
had been associated at Roseville before Herold went to Colorado. 
Herold had become dissatisfied with his relations with the plaintiff 
company ; and, after finding that his resignation as general manager 
was satisfactory to plaintiff, and being given the position merely of 
modeler, designer and decorator, although at the same salary, he in 
December, 1914, came to the Guernsey Company as factory super- 
intendent, in complete charge of manufacturing, but without im- 
pairing the authority of the general manager. At the end of five 
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years’ performance Herold was to have 20 shares of the Guernsey 
Company’s common stock, dividends thereon to be meanwhile paid 
him in addition to his salary, which was 60 per cent. larger than 
paid by plaintiff. There came with, or followed, Herold from 
Golden two or more of plaintiff’s other skilled employees. Herold 
stayed with the Guernsey Company until the following May, when 
he retired and went to a pottery at Zanesville, Ohio, where Frauen- 
felter also went. On retiring, he conveyed to the Guernsey Com- 
pany, for an expressed new consideration of $500, a so-called 
‘“Semmler” formula for making porcelain ware, which defendants 
claim Frauenfelter had obtained from one Semmler, of Derry, Pa., 
and had given to Herold while the latter was in the Guernsey Com- 
pany’s employ. 

This suit was begun January 27,1915. It was heard, not only 
on depositions taken in different parts of the United States, but 
on oral testimony consuming five days. The prominent issues were, 
first, whether the secret formulas and processes used at Golden be- 
longed exclusively to plaintiff, and thus could not be lawfully dis- 
closed by Herold; and, second, whether such disclosure had been 
made. The District Court found in favor of plaintiff on both prop- 
ositions, and permanently enjoined defendants from disclosing or 
using— 

“the whole or any part of the formulas for manufacturing and producing 
either fireproof china cooking ware, or fireproof china or porcelain lab- 
oratory ware, or any knowledge or information relating thereto or con- 
nected therewith belonging to plaintiff, and which was developed and per- 
fected by said Herold and became the property of and was used by the 
plaintiff.” 

The injunction also ran against the use of the— 


“Semmler formula in the form in which it was when communicated, sur- 
rendered, and delivered by said Herold to * * * the Guernsey Earthenware 
Company, and as it has since been perfected and improved upon, and as it 
existed at any stage when it was being tested and adapted by said Herold,” 


as well as against making and selling— 


“any fireproof china cooking ware or fireproof china or porcelain laboratory 
ware manufactured and produced by plaintiff from said Semmler formula, 
or any of the formulas, so owned or used by the plaintiff”; 
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also from representing or advertising that the Guernsey Company 
was making the same fireproof cooking and porcelain laboratory 
ware as made by plaintiff. 

1. Plaintiff’s secretary testified that, as part of the contract 
whereby Herold’s plant was turned over to plaintiff, the former 
agreed to give to the latter, as its exclusive property, all his secret 
processes and formulas obtained by previous experimentation, as 
well as those he might thereafter discover while with plaintiff com- 
pany. This testimony was taken in open court. There was other 
testimony more or less corroborative. The secretary also testified 
that in the month preceding Herold’s employment by the Guernsey 
Company he informed that company’s manager, Mr. Casey, of 
Herold’s relations to plaintiff and the acquisition by the latter of 
Herold’s secret processes and formulas. This testimony was doubt- 
less believed by the District Judge, and we see no reason to question 
his conclusion on this feature of the case. A contract for plaintiff's 
exclusive ownership of the formulas and processes was, under the 
existing circumstance, not unnatural. 

The rule is well settled that secret formulas and processes, such 
as are claimed to be involved here, are property rights which will be 
protected by injunction, not only as against those who attempt to 
disclose or use them in violation of confidential relations or con- 
tracts express or implied, but as against those who are participating 
in such attempt with knowledge of such confidential relations or con- 
tract, though they might in time have reached the same result by 
their own independent experiments or efforts. The following are 
among the leading cases supporting this rule: Morrison v. Moat, 9 
Hare 241; Peabody v. Norfolk, 98 Mass. 452, 96 Am. Dec. 664; 
O. & W. Thum Co. v. Tloczynski, 114 Mich. 149, 72 N. W. 140, 38 
L. R. A. 200, 68 Am. St. Rep. 469, and cases there cited; Eastman 
Co. v. Reichenbach (Sup.) 20 N. Y. Supp. 110; Stone v. Grasselli 
Co., 65 N. J. Eq. 756, 55 Atl. 736, 63 L. R. A. 344, 103 Am. St. Rep. 
794, and citations therein; Macbeth Co. v. Schnelbach, 239 Pa. 76, 
86 Atl. 688. And see Pomeroy Ink Co. v. Pomeroy, 77 N. J. Eq. 
293, 298, 299, 78 Atl. 698. We think the case made falls within 
the principle just stated. It follows that Herold had no right to 
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disclose to the Guernsey Company the secret formulas and processes 
covered by the contract, and that, if he did make or threaten to 
make such disclosure, plaintiff was entitled to relief with respect 
thereto. 

2. The question of disclosure presents greater difficulty. The 
circumstances immediately attending Herold’s employment by the 
Guernsey Company strongly suggest such disclosure. Immediately 
upon his employment by that company, Herold was advertised as a 
great find, a man with a national reputation as a ceramist. Simul- 
taneously one of plaintiff’s most important customers, which had 
given plaintiff a large order. for porcelain ware, was applied to by 
the Guernsey Company for orders for the same kind of ware, and, 
on being told that it would be time enough to give orders when the 
Guernsey Company’s samples were approved, replied that there 
was no question about production, that “Herold knows regarding 
costs and is familiar with the details of manufacture.” Plaintiff 
accordingly lost the order. Plaintiff would seem to have been jus- 
tified at the time it filed its bill in believing that Herold, who was 
by that time entirely out of harmony with, if not positively antago- 
nistic to, plaintiff, had disclosed or was about to disclose its manu- 
facturing secrets. 

It developed on the trial that in his contract of employment 
with the Guernsey Company, Herold had agreed to— 


“constantly endeavor to improve the product and enlarge the variety of 
product in accordance with the policy of the company,” and upon request, 
from time to time, to “communicate and demonstrate the formulas for any 
or all ware made in said factory, or known to or discovered or originated 
by him that may be available for said Company, and keep a written record 
of all such formulas, and that such formulas and record [to] be a part of 
said company’s private and secret record, and shall belong to said company 
only, and shall be kept secret from all others.” 
As the factory referred to is evidently that of the defendant com- 
pany, the agreement does not necessarily in terms call for a dis- 
closure of the Golden formulas. 

In the early summer of 1915 the Guernsey Company put on 
the market a line of porcelain ware of practically the same quality 
as plaintiff's. While there was no direct testimony of actual dis- 


closure by Herold of plaintiff’s secret processes and formulas, 
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plaintiff's manager (Mr. Coors, Jr.), who succeeded Herold, and 
who had worked with the latter several months before Herold left 
plaintiff company, testified (by deposition taken out of court) to the 
existence of such formulas and processes, his knowledge of them 
derived from Herold, and that they related generally to the physical 
properties of the ingredients and the method of their preparation, 
the manner of applying the glaze to the pot, and the temperature in 
the firing kiln as relating to the composition of the body; also that 
the formulas, so far as written out by Herold, related only to the 
“percentage of the different sorts of clay that went into a given 
mix”; that the cards written out by Herold contained none of the 
secret processes, which, as again defined, were said to consist of 
“secret knowledge acquired by experience’’—“methods and pecu- 
liarities which a man finds from time to time in the development.” 
Further than this plaintiff refused to give or permit to be given 
any information of its claimed secret processes and formulas for 
which it asked protection. The witness further testified that, while 
all clays have different physical properties, the Golden process could 
be successfully used with the Ohio clays; that ware having the 
peculiar fireproof qualities of plaintiff's ware had not [before] 
been produced, and that the product ultimately put out by the 
Guernsey Company is identical in nature with plaintiff's latest 
product. There was other testimony more or less corroborative of 
this testimony in some respects. If it be completely accepted, the 
court below was justified in giving plaintiff some measure of relief. 

On the other hand, the testimony of nonuse and nondisclosure 
of plaintiff's alleged secret processes and formulas was overwhelm- 
ing, if believed. Casey, the manager and principal owner of the 
Guernsey Company, is apparently a man of standing and affairs, 
as well as an expert potter of many years practical experience, a 
member of the American Ceramic Society and apparently interested 
in its publications. His standing as an expert has been recognized 
by his employment as such before the Board of Customs Appraisers, 
his appearance as an expert witness for the government in litigation 
over classifications and values, appearances before the Treasury 
Department and congressional committees, as well as consultation 
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and working with government experts on development of pottery 
manufacture. He testified positively that he had never obtained 
any of plaintiff's claimed secrets from Herold or from any one else; 
that he never knew that Herold had or claimed to have secret 


that he wished Herold’s services as a superintendent on account of 
his supposed expertness as a potter; that Casey himself already had 
two formulas each for bodies and glazes, as well as a porcelain 
formula obtained from one Myers on August 28, 1914, from which 
latter formula satisfactory samples had already been made (por- 
celain seems not to have been produced by Myers commercially) ; 
that there are no secrets in pottery, except the formulas; that under 
Herold no new methods of manufacture were employed; and that 
both he and Herold worked in experimenting in the manufacture of 
porcelain. He claims to have in September, 1914, completed a 
costly addition to the plant, partly for the manufacture of porcelain 
laboratory ware, and to have exhibited to the trade samples of such 
ware in November following. 

Herold, who, as before said, was a skillful ceramist, testified 
that there were at Golden no secret processes, as distinguished from 
formulas, unless as he perhaps may have meant that the secret 
processes involved merely mechanical skill and experience; that he 
used at the Guernsey Company no secret processes used at Golden; 
that the Golden secret related, not to the clay, but to an acid used 
in its treatment, and that the formula was in this respect secret so 
far as the Colorado clay was concerned; that the Colorado and 
Ohio clays were quite different; that no Colorado clay was used by 
the Guernsey Company; that at Golden there were used but two 
clays, together with a flint and a spar and one chemical; that at 
Guernsey there were used five clays, also a flint and a spar and 
two chemicals; and that the acid used at Golden could not be used 
at Guernsey, because it had the opposite effect on the Eastern 
clays. 


Frauenfelter also testified that there were no secret processes 
in pottery, as distinguished from formulas; that the making of 
porcelain was practically a matter of experimentation; that the 
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Semmler formula, which he claims to have obtained about Novem- 
ber 15, 1914, and to have given to Herold in the latter part of the 
following January, was a percentage formula of clays, feldspar and 
flint, “given out in batch weights’; that he afterwards found that 
the Semmler formula was not secret, because “‘published in several 
works.” He seemed willing to give the substance of the Semmler 
formula if desired; but the plaintiff did not seem to desire it, pos- 
sibly through fear it might by implication disclose plaintiff's 
formulas. 

Brucker, Herold’s brother-in-law, who had been with the latter 
at plaintiff's plant, and who went with him to the Guernsey Com- 
pany, testified that the Golden formula covered the secrets at plain- 
tiff’s plant and related to the amounts of materials that went 
into the bodies and glazes and their mixing (to this extent partially 
corroborating plaintiff's present manager); that he did not know 
the chemical constituents of the ingredients used at either the 
Golden or the Guernsey plants, but that the “mixes” were not the 
same in the two plants; that at the Guernsey plant he knew the 
materials, but not the amounts, and at the Golden plant knew both 
materials and amounts; that at Golden there were but two clays, a 
flint and a spar, besides water and another chemical; and that at the 
Guernsey plant there were used five clays, a flint and a spar, water, 
and another chemical. (Of course, the mere fact that a change 
was made in the original formula, due to differences in clay avail- 
able, would not necessarily prove that the Golden formulas or secret 
processes were not used.) He further testified that the Golden 
formula was changed by eliminating the acid after Herold left. 
(This latter statement seems not to have been denied, possibly 
through apprehension that denial would lead to a disclosure of the 
actual formula or process.) It further appeared by defendant’s 
testimony that the perfection of the Guernsey Company’s porcelain 
after Herold’s acquisition was the result of long experimentation; 
27 or more different experiments being tried by Herold before even 
approximately satisfactory results were obtained. This was per- 
haps due largely to differences in the clay available at Golden and 
at Cambridge respectively, to the differences in fuel used (coal at 
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Golden, gas at Cambridge), and in the difference in atmospheric 
rarity at the respective places, due to altitude, and materially affect- 
ing the firing. There seems, also, to have been other difficulties in 
the way. The result was, according to defendant’s testimony, that 
Herold had not succeeded in putting out porcelain for the Guernsey 
Company with complete commercial success. It appears, on the 
contrary, that kilns which under later operation netted $1,700 to 
$2,000, under Herold’s operation netted but $300 to $400 each. In 
May, 1915, after about five months’ service (perhaps four months 
after the injunction bill in this cause was filed), Herold severed 
his connection with the Guernsey Company, as did Frauenfelter. 
The Guernsey Company’s first commercial porcelain was put out 
shortly after Herold left. 

Manifestly the decree of the District Court entirely discredits 
the testimony of Casey, Herold and Frauenfelter. Had the testi- 
mony of plaintiff's present manager been taken in open court,’ 
and had both parties made full disclosure satisfactory to the trial 
court, of what plaintiff's claimed secret processes and formulas 
actually were, as well as the process employed by defendant (which 
the latter offered to disclose, provided plaintiff would disclose its 
own), we should probably be satisfied to adopt the conclusions of 
the District Judge, with possibly some modification. But the printed 
record of the testimony of the witness referred to is not entirely 
convincing, and the sharp conflict over the nature and extent of 
plaintiff's secret formulas and processes, and their comparison 
with defendant’s methods—taking into account defendant’s previous 
nearness to success and the competency of its manager, Casey, and 
the formulas already possessed—made disclosure thereof necessary, 
in our opinion, to a satisfactory decision. Without it the decree 
rests, we think, too largely on conjecture. The practical identity 
of ultimate product is not alone highly significant, inasmuch as 
even chemical analysis would not disclose either the original physical 
form of the ingredients used or the processes employed. We may 
add that no Colorado clay was used at the Guernsey plant as an 


*The witness testified very briefly on the hearing by way of rebuttal, 
as to a few items not important to our decision. 
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ingredient of porcelain or china; that in modern porcelain manu- 
facture generally clay, feldspar (one of the silicates of aluminum), 
and flint (silica) seem to be used; that different clays have different 
physical properties, which naturally affect the chemical combina- 
tion; that the method of combining ingredients used so as to pro- 
duce a satisfactory “mix” is an important problem; and that without 
knowing the process actually used it is impossible to know definitely 
how far they involve secret knowledge or information, as distin- 
guished from mechanical skill and experience, as respects not only 
the “mix” but the glazing and firing. 

The practice of making such disclosure in camera is well estab- 
lished. Taylor Co. v. Nichols, 73 N. J. Eq. 684, 689, 69 Atl. 186, 
24 L. R. A. (N. S.) 9338, 183 Am. St. Rep. 753. And disclosure 
can usually be made under such regulations on the part of the trial 
judge as will furnish reasonably adequate protection against pub- 
licity. Du Pont Powder Co. v. Masland, 244 U. S. 100, 37 Sup. 
Ct. 575, 61 L. Ed. 1016. Judge Sater recognized that “it would 
have been better, had there been a voluntary or compulsory disclo- 
sure in camera of what each party claims as a trade secret.’”” We 
do not criticize plaintiff's unwillingness to have its formulas dis- 
closed. It may have good reason to prefer the risk to its business 
from nondisclosure to the risk from disclosure. We base our action 
on the proposition that failure to make disclosure naturally impairs 
the weight of the testimony of plaintiff's manager; and in the ab- 
sence of disclosure, especially in view of the limited acquaintance 
of the witness with pottery manufacturing processes before Herold 
left plaintiff's employ, we think the decree should not stand, except 
in one respect hereafter stated. Taylor Co. v. Nichols, supra; 
Baglin v. Cusenier (C. C. A. 2), 164 Fed. 25, 29, 90 C. C. A. 499. 
And see Sterling Varnish Co. v. Macon, 217 Pa. 7, 9, 66 Atl. 78. 

We realize, however, that if plaintiff's claims are correct the 
equities are with it, and we shall therefore couple our reversal with 
a discretionary authority to the District Judge to entertain a motion 
on plaintiff’s part (if such shall be made) for further hearing and 
the introduction of further testimony on both sides, provided the 
application is accompanied by express offer to make and permit full 
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disclosure (of course, in camera) of its alleged secret formulas and 
processes. We make this proviso because we realize that plaintiff 
may see nothing to be gained, at this stage of the case, by such 
disclosure. Defendant having offered below to disclose its process 
and formulas (in camera), if plaintiff would do the same, and 
having obtained a reversal of the decree for want of such disclosure, 
could not well be heard to withdraw its consent. 

This disposition makes it unnecessary to consider criticisms 
upon specific features of the decree, such as the running of the 
injunction against the use of the Semmler formula, the disclosure 
or use (as construed by defendant) of Herold’s mechanical skill and 
experience, or the failure to identify the processes and formulas en- 
joined. If no rehearing is had, they are not important; if had, 
the grounds of criticism may be removed. 

The decree of the District Court is reversed, with costs, except 
so far as it enjoins the Guernsey Company from representing or 
advertising that it is making the same fireproof china cooking ware 
or fireproof china or porcelain laboratory ware as is made by 


plaintiff. 


Crark Paper & Mra. Co. v. STENACHER 
(177 N. Y. Supp. 614) 


Supreme Court of New York, Equity Term, Monroe County 
August 1, 1919 


Trave Secrets—DisciosureE By ForMER EMPLOYEE. 

Defendant upon entering the employ of the plaintiff contracted not 
to divulge any of plaintiff’s trade secrets, nor to enter the employ of 
any competitor of plaintiff in the state within a given period after 
the expiration of his contract with plaintiff. After becoming pos- 
sessed of complete knowledge of plaintiff's customers, trade methods 
and confidential information, defendant resigned and entered the em- 
ploy of one of plaintiff's competitors within the state, to whom he 
disclosed certain of plaintiff’s secrets. Held, that he should be re- 
strained from violating the negative covenants of the agreement. 


Suit for injunction. Decree for plaintiff. 
See 100 (N. Y.) Mise. Rep. 173, 165 N. Y. Supp. 367. 
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Remington o Remington, of Rochester, for plaintiff. 
McKelvey & Stenacher, of Saratoga Springs, for defendant. 


Sawyer, J.: On November 14, 1914, the parties hereto en- 
tered into an agreement, the part of which immediately before the 
court is as follows: 


“The party of the first part does hereby agree to enter into the em- 
ployment of the party of the second part, for a period of time, to be 
mutually agreed upon between them, upon the following terms and condi- 
tions: 

“It is further understood and agreed, as a part of this agreement 
and in consideration therefor, that the party of the first part will not 
directly or indirectly furnish or divulge the names of any customers of the 
party of the second part or of any prospective customers of the party of 
the second part, or of any persons who have heretofore traded and dealt 
with the party of the second part, nor will he at any time during the life 
of this contract, or at any time in the future, disclose or furnish to any 
person, firm, or corporation, the methods of conducting the business of the 
second part or the manner in which the party of the second part packs its 
goods, nor will he furnish to any person, firm, or corporation, a description 
of any of the methods of obtaining business or of packing goods or of 
advertising the same, or of obtaining customers therefor or the manner 
or process of manufacture of any of the articles made by the party of the 
second part, or of the processes which enter into the manufacture of the 
same, or disclose to any person, firm, or corporation any information ob- 
tained by the party of the first part, during the course of said employ- 
ment, and that the party of the first part will not after working hours, or 
at any other time or place, engage in conversation with other employees of 
the party of the second part, concerning the articles manufactured by the 
party of the second part or any of the processes by or through which, the 
same are made, and further that the party of the first part will not, for 
a period of eight years, from the expiration of this contract of employment 
or during the term thereof, enter the employ of any competitor or of any 
person, firm, or corporation handling or manufacturing the same line 
of goods as the party of the second part, in the state of New York. 

“It is further provided that the party of the first part will not, at any 
time referred to in this agreement or at any future time, disclose any of the 
processes used by the party of the second part in the manufacture of any 
of the articles manufactured or sold by it, no matter from whom or in 
what manner the party of the first part may have acquired such informa- 
tion.” 


By a verbal arrangement concurrently had the employment of 
defendant was to commence upon January Ist following and the 
rate of compensation to be paid him therefor was agreed upon. 
This partly verbal and partly written contract was carried into full 
effect by the parties, beginning with such Ist day of January and 
continuing without interruption until April 23, 1917, a period of 
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about 2 years and 4 months, when defendant resigned his position 
and immediately entered into the employ of one of plaintiff's com- 
petitors, handling the same line of goods and in the state of New 
York. 

Plaintiff sues for a permanent injunction enforcing the nega- 
tive covenant of the contract. No contradiction of the facts is 
offered; defendant relying entirely upon the proposition that the 
agreement is without validity and therefore unenforceable. 

That it was unilateral in form may be conceded. The written 
portion thereof contains no reciprocal covenants by plaintiff, and 
the verbal stipulations were equally devoid of promise by plaintiff 
to employ defendant. The term was to begin January 1, 1915, 
and continue at an agreed sum per week for a period of time to be 
mutually agreed. It is evident that plaintiff might have discharged 
defendant the day following January Ist, and likewise defendant 
might have quit plaintiff's employ upon that day, and in either event 
the aggrieved party would have been without any recourse against 
the other. Upon that situation, if standing alone, unquestionably 
the contract would be deemed void for want of mutuality. Ameri- 
can League v. Chase, 86 Misc. Rep. 441, 149 N. Y. Supp. 6; Lerner 
v. Tetrazzini, 71 Misc. Rep. 182, 129 N. Y. Supp. 889; Lawrence 
v. Dixey, 119 App. Div. 295, 104 N. Y. Supp. 516; Levin v. Dietz, 
194 N. Y. 376, 87 N. E. 454, 20 L. R. A. (N. S.) 251. 

Justice and equity as between the parties is the object sought, 
and in the endeavor the courts will not stretch a point to sustain an 
onerous contract that is one-sided upon its face. Star Co. v. Press 
Pub. Co., 162 App. Div. 486, 147 N. Y. Supp. 579; Witmark v. 
Peters, 164 App. Div. 366, 149 N. Y. Supp. 642; Gilbert v. Wilmer, 
102 Misc. Rep. 388, 168 N. Y. Supp. 1043. 

We are, however, here confronted with a fact, either not pre- 
sented, or else so slightly involved as to be without weight, in the 
cases referred to, viz., that the arrangement has been fully executed. 
The parties have carried the contract out according to its intent. 
The employment therein anticipated by defendant has been fully 
and completely given him for so long a period as he desired it to 
continue, and has been finally terminated, not by plaintiff, but by 
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him. He has thereby possessed himself of the very knowledge 
and opportunities, misuse of which by him the negative covenant was 
intended to guard against. The equitable principles invoked to 
destroy the various contracts before the court in the cases above 
cited are here met, and, it seems to me, entirely overcome, by others 
which his own act has set in operation for the protection of plain- 
tiff’s rights. 

This distinction between an action for specific performance 
and one for enforcement of the negative covenant of an executed 
contract has been often pointed out (McCall v. Wright, 198 N. Y. 
148, 91 N. E. 516, 31 L. R. A. [N. S.] 249; American League v. 
Chase, supra; Mutual Milk Co. v. Prigge, 112 App. Div. 652, 98 
N. Y. Supp. 458; Star Co. v. Press Pub. Co., supra), and in ap- 
propriate cases invariably followed. Neither in law nor in equity 
can defendant be permitted to accept the benefits of his engagement 
and at the same time avoid its obligations. He must, therefore, 
submit to an adjudication of the controversy in accordance with his 
agreement. 

There remains only the question whether the evidential facts 
bring the action within the purview of the authorities which fix the 
rule for the granting of equitable relief on contracts of employment. 
Defendant’s witnesses, as well as those of plaintiff, say that there is 
required for a successful salesman of the class of commodities dealt 
in by plaintiff, among other things, considerable experience and 
familiarity with the business, neither of which was possessed at the 
time of the contract by defendant. 

Following his entry into plaintiff’s employ, he was given full 
access to the business, taught its details and methods, and generally 
received careful and prolonged instruction therein, particularly in 
the branch of sales of wrapping paper. Notwithstanding this pains- 
taking care, he was unable to earn for plaintiff sufficient profit 
during the first year to offset his salary and expenses. He was, 
nevertheless, retained, and the second year, partly by reason of 
improved business conditions and partly because of his increased 
experience and knowledge, his earnings justified his employer's 
confidence in his ability when trained, and a profit was recovered 
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from his work, in which he shared by increase of compensation. 
Presumably his third year would have had results equally good, if 
not better. In April, however, he left plaintiff's employ without 
notice or warning. 

Competition in plaintiff's line of business is exceedingly vigor- 
ous, and before leaving plaintiff defendant had procured a position 
with one of his employer’s competitors at a salary in excess of that 
he was receiving. His work for plaintiff had been, as originally 
contemplated, almost entirely in the city of Rochester, where he 
had become well and personally known to all plaintiff's customers. 
The value to him, as well as to a competitor of plaintiff, of the 
knowledge with which he had been supplied and the experience 
gained at plaintiff's expense, may be understood from the fact that 
he obtained his new employment largely on the strength of his 
acquaintance with the Rochester trade, and immediately upon leav- 
ing plaintiff was set at work to procure that trade for his new 
employer. 

This alone may or may not be deemed sufficient to demand the 
enforcement of his negative covenant to plaintiff; but another matter 
still more surely impugning his good faith and honesty of purpose 
must be considered therewith. He had, as said, been made fully ac- 
quainted with plaintiff's business, and almost immediately after 
entering the competitor's employ disclosed to that competitor cer- 
tain matters connected therewith, generally unknown to the trade, 
and knowledge of which in the possession of a competitor could 
undoubtedly be used to plaintiff's great damage and loss. How 
many other of plaintiff’s affairs he divulged to his new employer 
may only be surmised, but with his knowledge thereof and his wil- 
lingness to use same improperly so established the danger to plain- 
tiff is evident. 

He had been trained at his request and solicitation until his 
services had become special, extraordinary, and not easily replaced. 
He had become possessed of complete knowledge of plaintiff’s cus- 
tomers, trade methods, and confidential information. He has dis- 
closed some, and the inference that he will, if permitted, disclose 
others, is irresistible. The very nature of the situation is such that 
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no action for money damages can avail to protect or recompense 
plaintiff for the wrong done and threatened; only the equity power 
of the court can be usefully interposed in his behalf. Davies v. 
Racer, 72 Hun. 43, 25 N. Y. Supp. 361; Witkop v. Boyce, 61 Misc. 
Rep. 126, 112 N. Y. Supp. 874; Magnolia Metal Co. v. Price, 65 
App. Div. 276, 72 N. Y. Supp. 792; Mutual Milk Co. v. Prigge, 
supra; Mutual Milk Co. v. Heldt, 120 App. Div. 795, 105 N. Y. 
Supp. 661; N. Y. Wet Wash Co. v. Unger, 170 App. Div. 761, 156 
N. Y. Supp. 598; Eastern Wet Wash Co. v. Abrahams, 173 App. 
Div. 788, 160 N. Y. Supp. 69; Amalgamated Corp. v. Teichholtz, 
177 App. Div. 456, 164 N. Y. Supp. 289; McCall v. Wright, supra. 
Plaintiff is entitled to judgment, with costs. 


Ex Parte Tue ARMAND CoMPANY 


Commissioner of Patents 


May 13, 1919 


‘TrRADE-Marks—REGIsTRATION—PorTION OF MARK. 

Where applicant’s mark as used consisted of a silhouette on a 
background of “plaid design,” registration of the design alone was 
refused on the ground that this was only a fragmentary or mutilated 
part of the mark. 


Messrs. Hervey, Barber & McKee for the applicant. 


Newton, C.: This is an appeal from the decision of the ex- 
aminer of trade-marks refusing to register a mark— 


“x * 


consisting of a plaid design composed of pink strips intersecting each 
other at right angles, and faint blue horizontal and vertical lines crossing 
the whole, between the intersections of the pink strips, all on a white back- 
ground, the colors and arrangement thereof substantially as described and 
shown in the accompanying drawing being claimed as features of the mark.” 


The refusal to register is based on the ground that applicant’s 
design is not a trade-mark at all, but is only a fragmentary or 
mutilated portion of its trade-mark. 


A study of applicant’s exhibit labels shows that the examiner’s 
objection is well founded. Indeed, he might have said that what 
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applicant shows by its drawing and therefore desires to register is 
not per se even a part of its trade-mark. 

The exhibit labels show this mark to consist of a background of 
“plaid design” having thereon a disk with a woman’s silhouette 
printed thereon. In one form of applicant’s label, as exhibited at 
the hearing, the pink striped plaid design was of a keystone shape, 
and in another form the usual circular shape. Applicant has al- 
ready registered the silhouette and now since it uses the silhouette 
on both the circular and keystone shaped labels, it contends that it 
should not be confined to either shape, and by registering the “pink 
plaid” background broadly, without limitation as to shape, it seems 
to contend that this would cover the entire field, but applicant’s 
pink plaid striped design broadly, as shown in its drawing, does not 
appear as such in its mark, the mark being in the usual form of a 
silhouette on a background. 

The examiner was right, therefore, in refusing the registration 
in its present form. But if applicant will amend its drawing to 
show the trade-mark as actually used, consisting of the silhouette 
on the plaid background, it is thought that registration might be 
granted. 


The decision of the examiner refusing registration of the mark 
as presented is affirmed. 


{Nore: The mark sought to be registered in this case was applied to 
toilet soaps. In a companion case, desired on the same date, registration 
was refused, for the same reasons, for a similar mark to be used upon face 
powder, cold cream, hair wash and tooth paste.] 











Ex Parte Tue Craia Tractor Company 
(263 O. G. 329) 


Commissioner of Patents 
May 26, 1919 


TravE-MarkKs—REGIsTRATION—Prorer Name. 


The statutes do not require that a proper name to be registered 
as a trade-mark, shall be so written as to “submerge the identity of the 
name,” only that mere names shall not be registered, and the Patent 
Office should not require more than the statute intended. 
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Messrs. Hervey, Barber & McKee for the applicant. 


Newton, C.: This is an appeal from the decision of the ex- 
aminer of trade-marks refusing to register as a trade-mark for 
tractors the words “Crate Tractor,” the words being in staggered 
relation, with a heavy black line over the word “Craia@’ and a heavy 
black line under the first three letters of the name, the bottom black 
line forming the top of the “T,” the first letter of ““Tractor,’ the 
refusal being based on the ground that “Craia” is a common sur- 
name and that the display of it is not sufficient “to submerge the 
identity of the word Craig.” 

The statutes do not require that the name be so written as to 
“submerge the identity of the name.’’ The statute only says in 
effect that mere names will not be registered. Just how much 
variation from the plainly written name will take it into the realm 
of registrability is difficult to say. As a matter of fact the registra- 
tion of facsimile signatures of individuals’ names has never been 
refused. Whether a facsimile signature “‘submerges the identity of 
the name” is questionable. To some people it might, but to the or- 
dinary observer it would not. 

Since the courts will ordinarily protect these names, it is held 
that the office should not require more than the statute intended. 
It is apparent from the discussion of the trade-mark statute before 
its passage that the framers of the statute tried to follow the pre- 
vailing trade-mark practice at the time the statute was proposed, 
and up to that time the practice had been to register marks of the 
character displayed by applicant, and following that practice, it is 
held that applicant’s mark may be registered, since the statute fairly 
construed is broad enough to permit it, and the decision of the ex- 
aminer of trade-marks is overruled. 
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Ex Parte Cooper UNDERWEAR COMPANY 
(266 O. G. 741) 


Commissioner of Patents 


July 7, 1919 


Trave-Mark—*KeNnosHa-Kiosep-Krotcu”—DescriptivE AND GEOGRAPHIC. 
The words “Kenosha-Klosed-Krotch” as applied to woven and 
knitted underwear held not registrable, since the word “Kenosha” is a 
geographical term and the words “Klosed-Krotch” are descriptive. 


Mr. Charles N. Butler for the applicant. 

Newton, Commissioner: This is an appeal from the decision 
of the examiner of trade-marks refusing to register “Kenosha- 
Klosed-Krotch” as a trade-mark for woven and knitted union-suits, 
shirts and drawers, on the ground that “Kenosha” is geographical 
and “‘Klosed-Krotch” is merely descriptive and that the entire ex- 
pression “‘Kenosha-Klosed-Krotch” clearly means that the under- 
wear was made at Kenosha and that it was of the closed-crotch 
variety, that “closed crotch” has a definite meaning in the under- 
wear trade, as is shown by patents to Hill, No. 642,227; Meredith, 
No. 923,982, and Johnson, No. 973,200, each of which uses these 
identical words “closed crotch” to define applicant’s constructions, 
and that applicant’s contention that the union of the geographical 
and descriptive terms should make for registrability is negatived by 
the decisions in Ex Parte Seager (97 O. G., 749); Ex Parte The 
Crescent Mfg. Co. (97 O. G., 750); Ex Parte Eggleston (Ms. Dec., 
July 17, 1912, [3 T. M. Rep. 107]); Ex Parte Dietz (125 Ms. 
Dec., 470, [8 T. M. Rep. 229]; and Ex Parte Long (126 Ms. Dec., 
263, [8 T. M. Rep. 276]). 

At the hearing applicant contended, in effect— 

(1) That even though “Kenosha” was geographical, ‘“‘Klosed- 
Krotch” by itself did not describe anything, since it did not state 
that it was ‘“Klosed-Krotch” underwear, “Klosed-Krotch’” desk, or 
what it was that had a closed crotch. This contention is artificial 
and was made in the case of Ex Parte J. C. Blair Company (117 
Ms. Dec., 48, [5 T. M. Rep. 460]), in which the words “French 
Satin” were refused registration for paper. See also the following 
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decisions: Draper v. Skerrett, et al. (116 Fed. Rep. 206), where 
‘French Tissue” was held an invalid trade-mark for paper; In re 
Meyer Brothers Coffee and Spice Company (140 O. G. 756, 32 
App. D. C. 277) in which “American Strength” was held unregistra- 
ble for coffee, since “American” was geographical and “Strength” 
descriptive of coffee and a registrable mark could not be made by 
combining in this way two non-registrable words; Ex Parte Loonen 
(146 O. G. 957) in which “Parisian Ivory”’ was held unregistrable, 
since “Parisian” was geographical and ‘Ivory’ either deceptive or 
descriptive as applied to tooth-brushes. 

(2) Applicant contended, in effect, that the joining together of 
three words all beginning with “K’” lent a feature to its mark that 
was sufficiently arbitrary to overcome its geographical and de- 
scriptive character; but it is held that this is insufficient. I have 
carefully considered this feature of the mark, but can find no 
authorities for allowing it, and it is best to follow the general trend 
of the decisions, which seem to be against the allowance of these 
words, and the decision of the examiner of trade-marks refusing the 
mark is affirmed. 


Ex Parte THe Hitker-WiecHers MANUFACTURING Co. 
(266 O. G. 741) 


Commissioner of Patents 


August 6, 1919 


lrape-Mark—“TusTest,” ror Men’s Overatts AND WorK-Coats—Descrir- 

TIVE. 

Held that the word “TubTest” as applied to men’s overalls and 
work-coats would indicate that the clothes upon which this mark was 
applied would stand the test of washing and that the mark is there- 
fore descriptive and not registrable. 


Mr. Edward H. Merritt for the applicant. 


Newton, Commissioner: This is an appeal from the decision 
of the examiner of trade-marks refusing to register the representa- 
tion of a tub of clothes having written thereon the words ““TubTest,”’ 
for men’s overalls and work-coats, on the ground that “TubTest”’ is 
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descriptive and also on the ground that the mark is anticipated by 
Hyams, No. 34,583, or The Tub Clothes Co., No. 110,790. 

The examiner sets forth that it is common practice in the trade 
to express the fact that textile goods may be subjected to tub treat- 
ment. ‘“Tub-silks,’ for instance, “tub-corduroys,’ or “tub-suits’”’ 
indicate that these goods will stand washing without shrinking or 
fading, and calls attention to Ex Parte Renfrew Co. (116 MS. 
Dec. 494 [5 T. M. Rep. 369] ), where the words “Tub Proof’ were 
held descriptive of fabrics, and that, so far as the representation of 
the tub is concerned, this part of the mark is anticipated in the 
references. 

Applicant calls attention to the registration of such words as 
“Stan-Test,’ No. 124,691; ‘‘Test-it,’ No. 121,294; “‘Recleaner’s 
Test,’ No. 69,116, etc., and contends that “TubTest’’ would not 
be an ordinary way of conveying the thought that the clothes had 
been preshrunken or would wash, but that the words are merely 
suggestive, as were “Anti-Washboard,” which was sustained in 
O’Rourke v. Central City Soap Co. (26 Fed. Rep. 576). 

It is found that the word “tub” in the new dictionaries means 
“to wash.” ‘“‘TubTest’’ therefore would convey the meaning to 
many, if not everyone, that applicant’s clothes would stand the test 
of washing. This is a desirable quality for textile goods to have, 
and applicant’s representation of a tub full of clothes helps to estab- 
lish this meaning. Of course the words will constitute the dominant 
feature of this mark. Indeed, the tub of clothes is old per se, as 
shown by the Hyams registration, and cannot be relied on to make 
this mark registrable to applicant, and after a careful consideration 
of all the facts I am inclined to hold that the examiner is right. 
These words, together with the picture, go beyond the “Anti-Wash- 
board” and similar sustained cases and they were marginal cases. 
A line must be drawn somewhere, and it is held that “TubTest,”’ 
with the representation of a tub of clothes, goes beyond mere sug- 
gestiveness and falls on the non-registrable side of the line, and the 


decision of the examiner of trade-marks refusing the word must be 
affirmed. 
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The completed volumes of The TRADE-MARK 
REPORTER may be had ina BUCKRAM 
BINDING, as well as in CLOTH. 


Most of our subscribers have completed their 
sets of bound volumes. Have you? If not, con- 


sult the price list below. 


If your monthly issues are in good condition, we 
will exchange them for a bound volume. The 


charge is nominal and merely covers the cost of 


binding. 


BOUND VOLUMES 


Exchange for 


New monthly issues 
Brown Cloth, Vols. 1-5, $3.50 1.75 
Later Vols. 4.00 2.00 
Brown Buckram, Vols. 1-5, 4.00 2.00 
Later Vols. 4.50 2.50 
Half Morocco, Vols. 1-5; 5.00 2.50 
Later Vols. 6.00 3.50 


Books will be shipped by cheapest method. 
Transportation is added to the above prices. 





